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MONDAY, JUNE 11, 1951 


Unirep SraTes SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to recess, in the Caucus 
Room, Senate Office Building, Hon. Joseph C. O'Mahoney (chairman 
of the subcommittee) presiding. 

Present: Senators O'Mahoney, Hayden, Ferguson, Wherry, Young, 
and Thve. 


OFFICE OF THE SECRETARY OF DEFENSE 
MILITARY OPERALIONS AND ProGRAMS 


STATEMENTS OF HON. ROBERT A. LOVETT, DEPUTY SECRETARY 
OF DEFENSE; HON. W. J. McNEIL, ASSISTANT SECRETARY OF 
DEFENSE (COMPTROLLER); JOHN D. SMALL, CHAIRMAN, MUNI- 
TIONS BOARD; HON. FRANCIS P. MATTHEWS, SECRETARY OF 
THE NAVY; HON. JOHN A. McCONE, UNDER SECRETARY OF THE 
AIR FORCE; KARL R. BENDETSEN, ASSISTANT SECRETARY OF 
ARMY (GENERAL MANAGEMENT); HON. DAN A. KIMBALL, 
UNDER SECRETARY OF THE NAVY; BRIG. GEN. R. S. MOORE, 
SPECIAL ASSISTANT TO ASSISTANT SECRETARY OF DEFENSE 
(COMPTROLLER); AND LYLE S. GARLOCK, ASSISTANT COMP- 
TROLLER FOR BUDGET, OFFICE OF SECRETARY OF DEFENSE 


BUDGET FORMULATION 


Senator O’Manoney. The committee will come to order. 

Mr. Secretary, do you have before you a copy of the prepared 
statement which you submitted? 

Mr. Loverr. Yes, I have. 

Senator O’Manoney. | would like to direct vour attention to some 
of the matters which were raised in that opening statement. For 
example, in the second paragraph you speak of the formulation of the 
budget and say that it is based on military requirements rather than 
on an allocation of dollars aid that the preparation began on Decem- 
ber 14, 1950, when the National Security Council approved the pro- 
gram, the military progra.n, for the three services. 

What can you tell us about the formulation of the decision of the 
National Security Council and how was that transmitted to the De- 
partment of Defense? It would appear from your statement, for 
example, that it was decided by the Council! to have a military force of 
3', million men, an active fleet of 1,161 ships, and an Air Force strug- 
gling onward to 95 wings. That of course seems to me was a major 
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policy decision and I think it would ™ well to have something in the 
record about it. 

Mr. Lovurr. Certainly, Mr. Chairman. The Joint Chiefs of 
Staff, at the direction of the President and the National Security 
Council, developed a series of papers which established the end 
strength of the three services. As I recall the figure, the total of the 
three armed services was 3,462,000, divided between the Army, Navy, 
and Air Force, both in personnel and in units under the three services. 

Those papers were then collected, passed through the screening 
section of the Department of Defense, approved by the Secretary, and 
forwarded through the President to the National Security Council. 
The Security Council then considered the proposals from the military 
point of view in the light both of national security, national interest, 
and foreign policy, and having approved those, they authorized the 
forwarding of the papers to the President. 


PRESIDENTIAL APPROVAL 


The President approved the figures which I have indicated and it 
became a directive to the services on 13 January 1951 to my best 
recollection, and the implementation of those instructions proceeded 
immediately. The military requirements were necessarily based on 
certain assumptions. Those assumptions set target dates for the 
total of the units and their state of readiness. Those dates in the 
budget we are speaking of were in general July 1, 1952. We took 
note of the fact that the long lead time in certain types of aircraft 
would require a few months additional before the number of wings 
approved would be reequipped with fully modern aircraft and par- 
ticularly aircraft electronics. That is the basis of the procedure, Mr. 
Chairman. 

Senator O’Manonry. Did the National Security Council make 
any substantial changes in the plan which was transmitted from the 
Joint Chiefs of Staff “through the President to the Security Council 
for its consideration? 

Mr. Loverr. No, sir; not on forces or initial equipment. The 
Security Council did suggest that the three services and the Office of 
the Secretary consider the question of the level and amounts of reserves 
that is, whether we were to have a given number of months reserve for 
mobilization and for combat and then go into a program of a vast 
stocking of so-called war reserves 

It was felt that the problem of obsolescence was a very live one 
and that if we could get a system of multiple production lines estab- 
lished, we would be far better off in that we would have a live, active 
method of supply and mobilization instead of a completely static one. 
That was referred back to the Joint Chiefs of Staff and the Depart- 
ment for study. 

Senator O’Mauonry. There are two factors, of course. The first 
is the human factor in which the Security Council approved a total of 
3 million men. Your statement refers to the military forces, but I 
take it that the 3% million men include not only the 18 divisions of 
the Army, but the number in the Navy and the Air Force, too? 
Mr. Lovert. ‘That is correct; for the armed services as a whole. 




















A 
iq 








DEPARTMENT OF DEFENSE APPROPRIATIONS, 1952 45 


DETERMINATION OF MILITARY STRENGTH 


Senator O’Manoney. How was that decision reached to the effect 
that 3% million men would be the number? 

Mr. Loverr. The Joint Chiefs of Staff in their various joint staff 
studies arrived at the required strength in the light of the then world 
situation and our immediate need of approximately 1,416,000 men 
for the Army, approximately 810,000 for the Navy, 175,205 for the 
Marine Corps, and about 1,061,000 for the Air Force. The sum of 
these totaled about 3,462,000. Those troop strengths and supporting 
unit strengths were of course the derivative of the amount of units 
in a military sense which would be considered necessary or desirable 
for the type of total Military Establishment the country needed at 
that time. This was later increased to a total strength of 3,593,516— 
the increase going to Army. 


POLICY RELATED TO MATERIEL REQUIREMENTS AND PRODUCTION 
CAPACITY 


Senator O’Manoney. With respect to the matériel requirements 
and the production capacity you made it very clear that the policy 
laid down by the Security Council was that we should have the 
facilities for the eventual production of the matériel desired and needed 
and that this would be built on an expanding basis, so that it would 
be possible in the event of an emergency to step up the rate of pro- 
duction; am I right? 

Mr. Loverr. That is correct. 


OBLIGATIONAL AUTHORITY 


Senator O’Manoney. That raises the question as to the fiscal 
arrangements you have made for maintaming the pipeline. You 
described that also in your statement. That in turn requires some 
discussion of the obligational authority and the percentages of demand, 
moneywise, for the various activities. 

Can you amplify that, please? 

Mr. Loverr. Yes, Mr. Chairman. The adoption of the program 
of multiple production sources, I believe, is perhaps the fundamental 
of the whole process of supplying with initial equipment the troops 
provided for here, plus providing an expandable base which is most 
important in the event of mobilization as well as a combat reserve 
and a method of providing the troops with equipment for current 
usage, 

The amount of obligation authority is determined in large part by 
the lead time of the most critical items. The lead time is about 18 
months for our single-seater aircraft. Those aircraft, Mr. Chairman, 
are far more complicated than our World War II aircraft, as has been 
indicated in our previous session here, 

The determining factor is the slowest item or component used in 
the aircraft assembly. At the moment I believe that it is aircraft 
jet engines and electronics. That lead time being 18 months, we then 
had to work back from that into obligational authority required in 
fiscal year 1952 so that we may enter into contracts for the aircraft 
and so that there won't be a break in production. Expenditures are 
not entirely satisfactory as a measure of the deliveries. Perhaps a 
review of the percentage changes between the fiscal years in the 
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procurement as compared with the pay and the military personne! 
costs will answer your question. 


MILITARY PERSONNEL COSTS AND STRENGTH 


In the fiscal year 1950 military personnel costs were 
the total and major procurement and production costs were 20 percent. 
In fiscal year 1951 those items had changed so that military per- 
sonnel costs which had previously been 35 percent were only 17 
percent and the proportion budgeted for major procurement and 
production had gone up from 20 to 47 percent, 
In the budget before you for fise 


al year 1952 it is interesting to note 
that military 


personnel costs remain the same at 17 percent and 
major procurement and production costs have gone up to 49 percent 
of the total. 

Senator O’Manonry. The meaning of that from this table, a copy 
of which has been distributed to the members of the committee, 
seems to be that while the cost of military personnel has increased 
from 1950 to 1951 and then again in 1952, the increase of the cost of 
major procurement and production costs have increased much more 
rapidly, or is estimated to increase much more rapidly. 

Mr. Loverr. That is correct. 

Senator O’Manoney. I think it is important that you make clear 


for the record the importance of obligational authority, because 


sometimes I have noticed that there is a tendency to regard contract 
authority as merely ¢ 


a method of hiding an appropriation; whereas. 
as I understand your opening statement and what you have said now, 
contract authority or obligational authority is rather the authority to 
commit the Government to the payment for the production of items 
which take years to produce in some cases. 

Mr. Loverr. That is quite correct. 

Senator O’Manonry. You must 
when you make the contract ot! 
obtain production. 

Mr. Loverr. That is correet, Mr. Chairman. It is a demonstrated 
fact that you do not get production until the manufacturers get the 
orders on their boards. They do not get the order on their boards 
until they have a firm contract which enables them to go out and 
procure their basic materials and line up their subcontractors. So 
without obligational authority we cannot get the long lead items within 
the time needed. 

Senator O’Manonry. In order to make this table. 
ought to go in the record, a little more clear. may | ask for the numbers 
of military personnel for each of these years 1950, 1951, and 1952? 

Mr. Loverr. We have that in summary. I will put a table in the 
record covering that. f 

(The table referred to is as follows:) 


have the obligational authority 
ierwise 1t would be impossible to 


whieh I think 


Number of military personnel in armed services 


Fiseal years 


ae x | Estimated, | Requested, 
Actual, 1950 | 1951 1952 
Average number.. ; 1, 533, 647 2, 399, 484 3, 467, 017 
Year-end strength.._...... , 3, 341, 029 3, 593, 516 


35 percent of 
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SOURCE OF ORIGINAL ESTIMATE AND METHOD OF DETERMINING CUT 


Senator O’Manoney. To go back to your opening statement, you 
spoke of the first rough estimates developed in the three military 
departments during January and early February and said that these 
estimates indicated that about $104 billion would be needed to finance 
the build-up in forces and material during the remainder of fiscal year 
1951 and 1952. That, of course, was substantially higher than the 
figure with which you finally came to Congress. 

“Would you amplify that a bit, please, Mr. Sec retary, and tell | 
first from what sources these first rough estimates came and how they y 
were cut down? 

Mr. Loverr. Yes, Mr. Chairman. Those first estimates can 
hardly be dignified by that word. 

Senator O’Maunoney. That is why you call them rough. 

Mr. Loverr. Yes. They were extremely rough. They included, 
as indicated here, some of the funds which were subsequently covered 
in the fourth supplemental appropriation act. They included, further- 
more, the funds which were designed to provide facilities at home and 
abroad for the expanded services. They grew out of an attempt on 
the part of the services to meet the July 1, 1952, figure with everything 
that the forces needed, even though the procurement of some of those 
items could be phased over a longer period of time. 

There were also in there some items of doubtful value, as I have 
pointed out in my statement, but more particularly they included 
large quantities of the easy to get items which are common to civilian 
supply and in which the lead time is substantially less, being, we will 
say, in the order of 6 to 10 months as compared with the hard to get 
items which run 18 months in the case of single seater aircraft and two 
to three years in certain types of ships. What we tried to do was to 
apply a rule of reason under which we would eliminate at this stage 
the financing requests beyond the minimum lead time for reorder 
necessary to assure no gaps in our production. In the process of 
review by various boards of civilian experts and within the military 
establishments themselves the funds came down in a perfectly orderly 
fashion and by agreement within the Department itself. 

Senator O’Manoney. It would appear from what has been said, 
particularly aé the last hearing, that in the Department of Defense 
there are certain estimating agencies in which the base figures or the 
original figures are de veloped first. What are those estimating 
agencies 

“Mr. Dealing with them in broad terms, Mr. Chairman, 
each of the services has a system of initial screening. 

Senator O’Manoney. I want to get back behind the initial screen- 
ing. Iam not getting to the original figures. Who develops those? 

Mr. Loverr. Let us take a particular service, the Air Force. The 
requirements for the number of groups now called wings sets a yard- 
stick by which the procurement of aircraft itself is derived. As the 
aircraft come into the scheduling, then all of the elements that go into 
that are likewise scheduled—electronics, automatic pilots, naviga- 
tional equipment, radio, and so forth. Those are then added together 
and in addition to them the facilities which are needed, either on a rc- 
capture basis, being facilities we already have, or new facilities for ex- 
pansion are considered at the various levels of command. Those fig- 
ures then go up through the Budget Section. 
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Senator O’Manonry. What are these first various levels of com- 
mand? 

Mr. Loverr. To take a specific point, after the Air Staff—and 
Secretary McCone can give you this in great detail—have you that 
chart here that shows the series of boards? 

Mr. McConsg. No; I have not. 

Mr. Lovert. I mean the one that you had at the last session. 

Senator O’Manoney. I have that in mind, Mr. Secretary. I am 
thinking now of all of the services, not Air, but Navy and Army also, 


ORIGINAL ESTIMATES DEVELOPED IN FIELD 


Do these original figures develop in the field in any instance, or do 
they all de velop here in W ashington? 

Mr. Loverr. They develop in the field in certain instances. 

Senator O’Manoney. The first step is obviously the determination 
of the number of personnel you are going to have and the equipment 
that is to be supplied to that personnel. That you have already 
described. You have told how the Joint Chiefs of Staff developed 
it and how it was transmitted through the Secretary of Defense to 
the President and by the President to the National Security Council 
and there reviewed, then returned and approved and the program 
launched. 

I have pointed out to you, sir, that the first estimates that came in 
called for about $104 billion. You ended up with $60 billion plus. 
So, these estimates which produce $104 billion originated somewhere. 
| am trying to determine how they began and how they were cut down. 

Mr. Loverr. Perhaps a simpler example would be the matter of a 
facility used for training. Once the troop strength is established and 
the initial equipment flows from that, the method of induction and 
the handling of the training would be checked by the staff of the service 
involved. ‘They would look over their various facilities. They might 
find, for example, that at Camp X they would be expected to receive 
15,000 additional personnel; whereas their facilities would enable them 
to receive only 3,000. That would then leave a shortage of 12,000. 
That shortage would be forwarded from the field to the accumulating 
agency in Washington. That would go down as the personnel housing 
requirement, which would include feeding, et cetera. 

In the process of review we might find, for example, that there was 
a facility possessed by another service which did not need the facility 
in full at that particular time. By comparing the requirements of the 
services in the common form, we might find that the Air Force could 
borrow from the Navy a facility at Sampson Field, we will say, and 
thereby eliminate the construction of housing for the shortage of 12,000 
mev by using the housing of a sister service that did not have the re- 
quirement at the same time. That is where a very high proportion of 
the savings was found. 


PROPORTION OF CUT TAKEN BY VARIOUS SERVICES 


Senator O’Manoney. Can you divide that among the services? 
What was the proportion of ¢ ut taken by the Army, by the Navy, and 
by the Air Force in the reduction from $104 billion to $60 billion plus? 

Mr. Loverr. I cannot do it in my head, Mr. Chairman. 
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Senator O’Manoney. These are very complex figures. You could 
scarcely be expected to do that. 

Mr. Loverr. As between totals and the public-works program, we 
can give you'some order of magnitude of the initial as compared with 
the final agreed figures. 

Senator O’Manonry. Many of us have a very definite feeling— | 
know I do—that the Defense organization requires as large an Air 
Force as we can probably build and still maintain the economy. | 
ask you what the proportion of cut was that the Air Force had to take? 

Mr. Loverr. I have not got it in mind, but TI can, I think, be more 
responsive by saying that the cuts were not applied on a percentage 
basis, Mr. Chairman. The review took place item by item, category 
by category, to see whether there was some facility available not now 
in use which could be used. We had directions to do that not only 
from your committee but from others, 

Senator O’Maunonry. I observed with interest on your original 
statement that vou said that there was an intensive review in order to 
eliminate duplications in the first place, and then to eliminate items 
that had value which might be doubtful, and then to eliminate the 
items that were comparatively easy to get, so that the expenditures 
on the contracts would be concentrated upon those items which would 
be difficult to get and most needed for the support of the armed 
services. 

Mr. Loverr. That is correct. 


RECRUITMENT OF EXPERT CIVILIAN GROUPS 


Senator O’Maunoney. In recruiting the groups of expert civilians 
who were called upon to help in doing that, how did you proceed? 

Mr. Lovett. The practice of the three services differed somewhat. 
In the case of the Army they retained a very well-known firm of en- 
gineers, Sanderson & Porter, to review the procurement process and 
the requirement process in certain areas. 

Senator O’Manoney. Secretary Pace referred to that in his opening 
statement. 

Mr. Loverr. I believe he <di.', In the case of the Air Force, they 
brought in a group of experi: d men from industry on a consultant 
basis. They examined the requirements of the Air Force, including 
those for facilities not only, industrial but for training as well as 
operations. As a result of that screening, there were certain areas in 
which it appeared that facilities were in being which by some unusual 
expenditure, of effort might be employed by the requiring service. 

In the case of the Navy, this similar process took place, using the 
best advice they could get in the process of review of the initial 
estimates, 

EFFECTIVENESS OF CIVILIAN EXPERTS 


Senator O’Manoney. Did this review result in actual cuts? 

Mr. Loverr. Yes, sir, 

Senator O’Manoney. Do you have those figures? 

Mr. Loverr. I believe, if you let me check here, we can give you 
samples. 

‘Senator O’Manoney. What I am driving at is this: I think it 
would be well to have the general cost of the recruiting of these civilian 
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experts and-then the amount that they saved, if they saved anything, 
so that we can balance the net gain to the defense effort from the 
employment of screening experts. 

Mr. Lovert. We borrowed a number of these men, Mr. Chairman. 
| think Mr. McCone can give it for the record if you wish. 

Mr. McCone. The civilian committee that Mr. Lovett referred to 
was brought in by the Air Forée for the review of the public-works 
program. They did not review the Air Force program. There were 
six individuals involved on the committee. They were selected be- 
eause of their experience in business and most particularly their 
experience in the field of construction. 

Senator O’Manoney. Can you give their names? 

Mr. McCone. Mr. Howard Bruce of Baltimore was the chairman. 
Mr. Felix Kahn of San Francisco, a construction engineer, was a 
member. Mr. Arthur Barrows, the former Under Secretary of the 
Air Force, was a member; Mr. Carl Dennett, of Boston; Mr. Arthur 
McCain, the vice president of the Chase National Bank, and Mr. 
Chenery, chairman of the board of the Southern Natural Gas Co., 
and a vice president of Standard Oil of Indiana, Mr. J. E. Rouse. 





METHOD OF SELECTION OF EXPERT GROUPS 





Senator O’Manonery. How were those selected? 
Mr. McCone. They were selected by the Air Force and because 
of their experience in business and the fact that all of them in private 
life had either been in charge of or had to do with very substantial 
construction programs. 

Senator Fercuson. When you say “public works,’ you mean 
barracks and airfields? 

Mr. MecConer. Airfields and installations that are necessary for 
the operation of the Air Force. 

Senator Frarcuson. Would that include foreign bases, both air- 
fields and barracks? 

Mr. McCone. That is correct. 

Senator O’Manonery. Perhaps it might be appropriate to remark 
at this point, Mr. Secretary, since you have public works up, that the 
Appropriations Committee, in considering the independent offices bill, 
adopted an amendment which I helped to draft. The idea, I think, 
was suggested by the several other members of the committee, includ- 
ing Senator Ferguson, that the architects to whom contracts were to 
be given for the construction of buildings, facilities for the Atomic 
Energy Commission, should be instructed before any contract was 
made to design utilitarian buildings rather than beautiful and expen- 
sive structures which would be the last word. 

[ hope that will also be the policy of the Defense Establishment. 
A lot of money can be expended in dressing up these buildings. 

Senator HaypEen. But there is a question that goes to the primary 
construction, as to whether or not we assume, as we did during the 
Second World War, that they were to be used for maximum living of 
5 years and then wrecked if we did not have another war, or is this a 
type of construction that would be of a more permenent value? 

Senator O'Manoney. The Secretary in his opening statement made 
reference to that and said the plan was to build permanent and semi- 
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permanent facilities rather than temporary structures which the 


which will be examined as we proceed. 

Senator Haypen. There is a standard way of putting up warehouses 
and things of that kind. Private industry has certain standards. If 
those standards of private industry could be applied to militar) 
construction, it seems to be it would be highly desirable. 

Mr. McCons. This committee examined the building criteria plan 
and made recommendations that resulted in some savings. Their 
procedure was very interesting. I think, if I may have a minute, | 
will explain it. 

The requirements for facilities in the Air Force originate with the 
commands and other operating agencies of the Air Force and are then 
screened by the Installation Board, which is a staff agency under the 
Chief of Staff. We divided our civilian committee into panels and 
placed on the panel a civilian and also a major general who was not 
of the command. Then that panel called in the command and care- 
fully reviewed their program, screening it and analyzing it as to 
essentiality. Then the panel would be drawn together daily ‘and would 
compare the requirements from the various commands. In that w ay 
they, over a period of weeks, reached some very interesting conclusions 
and recommendations. One of them had to do with this subject of 
criteria of which you speak. 





DISCUSSION 





ON EXPENSIVE DETAIL IN BUILDING 





Senator Ferauson. Mr. Secretary, I think we had in mind more 
the detailed specifications where, for instance, as a member of the 
former Truman committee, we discovered that many offices that were 
completed during the last war were paneled in mahogany with built- 
in fireplaces. I think one is in the Fisher Building in Detroit. It 
was a magnificent office fitted for a colonel, all paneled, with a fire- 
place. In fact, some businessmen occupied it later. I went into that 
office. The businessman immediately apologized, advising me the 
corporation did not do that work; that it was done by a colonel in 
the Army. 

That is what the chairman and the Senator from Michigan has in 
mind. It is not only the fact you have to build these buildings; it is 
this detail where there is great expense. That is why we use the 
word “utilitarian’’; that it could be used permanently, but they did 
not need the mahogany and the marble and the various things that 
went to make it elaborate. 

Did this committee that you have go into the detailed specifications 
of these structures? 

Mr. McCone. Yes. They went into the detailed specifications of 
the barracks and the major structures. Of course, obviously they 
could not go into the details of some office in some remote location, 
but they did go very carefully into the details of the construction of 
the barracks of the major structures. They made some recommenda- 
tions concerning those. 

Senator Fercuson. We had the same thing in Boston. Detroit 
may be remote, but let us take Boston. They had the same thing 
there in the erection of buildings. 


Department of Defense decided might be wasteful. It is a matter 
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Mr. Loverr. Mr. Chairman, may I expand on the points raised 
bv Senator Hayden and Senator Ferguson? 
“Senator O’Manoney. Yes, indeed. 

Mr. Lovett. I have no doubt myself that there were abuses in 
the haste of war in World War II along the lines that Senator Fer- 
guson has brought out. We have tried, as the result of past experi- 
ence and under the spur of inquiry, to be quite frank about it, to 
eliminate as much of that as we can through the setting up of minimum 
guide lines. That is, these committees, among other things, gave us 
the background on which a directive was issued from the Office of 
the Secretary to the three services setting up the minimum operational 
requirements, rather than the type of requirement that occasionally 
creeps in. Asa double check on the process, I brought in a committee 
headed by Mr. M. J. Madigan of Madigan & Hylan, of New York, 
who are the consulting engineers on the Port of New York Authority 
developments, the highway systems, and so forth, and who were used 
during the war, both on the construction end and on the rubber 
program and the gasoline program. They brought out several very 
interesting facts. One was that it was really unprofitable from a 
Government point of view to go into this temporary tar-paper so- 
called T. O. construction. It cost about 65 percent of the longer-life 
construction, and the saving in time was not an adequate offset to 
the more permanent characteristics of the building. We, therefore, 
as I attempted to indicate here, reached the conclusion that the 
permanent and semipermanent type would leave the Government 
with an asset rather than a costly bit of equipment on their hands if, 
as, and when this particular period of tensior ends. 




































OF STRUCTURE DETERMINES CONSTRUCTION 





UTILIZATION 





PERMANENT 









Senator Ferauson. Does that not all depend upon whether or not 
you are going to use that particular building or structure permanently 
by the Army or by the service involved? 

Mr. Loverr. That is correct. 

Senator Frereuson. Is that not the test to determine whether or 
not you need it 5, 10, 15, or 20 years from now and then you have to 
determine the nature of the structure by the length of time that it is 
reasonably certain—I understand no man can tell what will happen— 
but reasonably certain it will be used by the Services? 

Mr. Loverr. Yes, sir. I think that is a fair test. 

















ATTEMPTS ACCELERATE CONSTRUCTION FACTOR IN COST 





TO 









We have one other problem here which your comment about the 
engimeering specifications brings up. ‘To take an industrial case to 
pomt this up, the engineers for the United Nations headquarters ia 
New York started in on that at the end of 1947. They got their 
specifications carefully drawn and they started construction in 1949 
with the completion of the first unit in 1950, and the whole job is to 
be finished by the end of 1951. The firms that did it were represented 
by two men on this three-man committee that I speak of, all of them 
construction experts of unusual competency. They figured that an 
attempt to accelerate by 1 year the completion of the program would 
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run the cost from $65 million to something over $110 million. The 
compression in time would have that effect. They point out also that 
the military services have been at some disadvantage from the point 
of view of the most efficient construction programs by not requesting 
funds or obtaining funds sufficiently in advance of their projects to 
permit a very orderly lay-out of plans and specifications. We very 
frequently rush into these and that is where much of the cost creeps 
in, in the opinion of these experts. 

Senator Frrauson. Is it true most of the people working on 
structures now are on a three-shift program so you are working night 
and day? 

Mr. Loverr. I think it depends on the area, Senator. 

Senator Ferauson. Does that not increase the cost also? 

Mr. Loverr. Yes, sir; it does. 














FURTHER DISCUSSION ON DETERMINATION OF BUDGETS 








Senator O’Manoney. Getting back to the formulation of the 
budgets, you told us last week that in revie wing these original esti- 
mates the Comptroller of the Department of De fense and the Bureau 
of the Budget were called upon to cooperate with the three Secretaries 
in scrutinizing these figures. 

Will you amplify that a bit so we can see what they did and how 
they did it? 

Mr. Loverr. We adopted a new technique this time which | 
believe is productive of results since it is a type of current running 
audit rather than a one shot review. We borrowed staff from the 
budget and from the comptroller of the Department’s office. They 
went into the classifications item by item at the working level stage 
and followed it on up through each of the three services in reviewing 
and checking and asked for both justification of the need, and a 
justification of costs. They established yardsticks by which we 
could measure the performance of one against another, or one service 
against approved commercial practice. 

Senator O’Manonrty. Who was to make this justification? 

Mr. Loverr. Each service has to come up before the comptroller’s 
office of the Office of the Secretary for justification. 

Senator O’Manonry. Were the spokesmen for the three services 
the top flight officials, or were they heads of the various bureaus or 
departments in each service? 

Mr. Loverr. They are the gentlemen who are here today, plus their 
supporting staffis, who worked on the figures themselves. 

Senator O’Manonny. Each of these gentlemen speaking for his own 
group and with his aides had to appear before this review committee 
on which the comptroller and the Bureau of the Budget were rep- 
resented? 

Mr. Loverr. That is correct. 

Senator O’Manoney. With the Secretary? 

Mr. Loverr. That is correct. It came up for final review at ses- 
sions at which I was present throughout. My recollection is that the 
first results before the reclaimer hearings were down around $50 
billion; that review and justification involved the restoring of $10 
billion plus in total among the three services on their individual 
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justifications of individual items. I really mean individual items. In 
many instances, in the absence of an explanation for the need, the 
reviewers might have considered it a duplication. On the proper 
justification it was restored by the Office of the Secretary and then 
went to the budget for final clearance and review. 

Senator Wuerry. | have two or three questions, Mr. Chairman, 
on this subject. 

Senator O’Manoney. Let us follow through on the whole subject. 


TOTAL AMOUNT AND COVERAGE OF BUDGET FOR FISCAL YEAR 1952 


Senator WHerry. This amount of $60,650,000 is your total budget 
for fiscal 1952 for the three services. Does that include all of your 
military needs? 

Mr. Loverr. That includes, as indicated in the statement, all the 
funds for the full support of the active forces; secondly, for the pro- 
curement of aircraft, ships, tanks, guns, ammunition, and similar 
critical items in quantities sufficient to equip the active forces with 
modern equipment at an early date; thirdly, for production facilities 
including machine tools and tooling beyond those needed for current 
needs but which would be required for full mobilization and for a 
military public works program to meet the essential operational 
requirements of our expanding forces. It does not include any 
mutual defense assistance funds. 

Senator WHerry. That is what I-wanted to know. 


EXTENSION OF COMBAT IN KOREA WILL NECESSITATE FURTHER 
APPROPRIATION 


Senator O’Maunonry. In addition to that perhaps it would be 
proper to point out here that vou told us you made no effort in the 
preparation of this budget to estimate what the consumption of mili- 
tary equipment and ammunition would be in Korea. You have 
estimated that on the basis of standard consumption of such items, 
and you may therefore be compelled later on to come back to Congress 
for additional funds if the consumption of material goes on more 
rapidly because of the length of combat in Korea. 

Mr. Loverr. That is correct. 

Senator Wuerry. So that the record will be perfectly clear, in 
addition to the $60,650,000,000 and the so-called mutual aid that is 
contemplated and also to be requested, do we add to this total what 
is needed in Korea after June 30 for fiscal 1952? 

Mr. Loverr. Yes, sir. You add to this total the difference between 
peacetime rates of use and combat consumption use in Korea. 

Senator WHerry. Do you have any idea what that figure might be, 
based upon the past month? 

Mr. Loverr. I have not. I would like to be fully responsive to 
that question because I think it has a great importance here. 

Senator Wuerry. It certainly does in figuring out this budget. 
Can you not arrive at some estimated figure? 

Mr. Loverr. May I try to explain the problem? 

Senator Wuerry. | am not in any way critical of it. What I am 
trying to do is get all of the contemplated expenditures we are going 
to have in 1952. 1 would be perfectly willing, if it will save time, 
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for you to furnish that figure. I realize that it is very difficult. You 
do not know how long it is going to last. You do not know the rat. 
of consumption, but haeed upon the past year’s experience you 
certainly ought to take that into consideration. 

I would like very much if you can furnish a figure there we might 
reasonably expect, because it will come up in the supplemental appro- 
priation. We ought to look forward to that as a part of this total! 
military cost. 

Mr. Loverrt. I think the guidance of this committee would be very 
helpful to us if you let me state the problem. 

Senator WuHerry. I did not want to take up your time and the 
chairman’s time. 


GUIDANCE 





OF COMMITTEE NEEDED 
Mr. Lovertr. We need some guidance here. We have had endless 
meetings on the accounting problem of what is a fair charge to Korea. 
Let us take three categories. The troops there would have to be paid 
and fed whether they were in Korea or not. The aircraft would fly 
a certain number of hours whether they were in Korea or in training 
establishments in this country or in some combat unit elsewhere. 

Senator Wuerry. Is that a part of the 95 groups you have now in 
Korea? 

Mr. Loverr. Yes; it is part of the 95 groups. 

Senator Wuerry. If you had 95 groups, it would not make any 
difference. They would be on a peacetime basis anyhow. What 
you are saying is the difference between peacetime and the combat 
operation. Is that right? 

Mr. Loverr. That is correct. 

Senator WuHerry. So they are included in the 95 groups? 

Mr. Loverr. Then we have the problem in the Navy of the steam- 
ing time. 

Senator O’Manoney. You have given two categories. 


DETERMINATION OF PROPER ACCOUNTING PROCEDURE IN REPLACEMENT 
OF EQUIPMENT IN KOREA 


Mr. Loverr. Similar to the aircraft and use of gasoline is the 
steaming time of the Navy. That is in category No. 2, 

The third type, and I remind you for the record we are talking 
accounting, is how to account for this honestly. We then run into 
the old M-4 tanks used in Korea which are to be replaced by the 
M-—46 tanks in the modernized and revitalized army. Those tanks 
when replaced will have to be charged out. Query: If they are de- 
stroyed, do we charge them against Korea, even though we are going 
to replace them with M-46’s for the same unit in this country? 
And if so, at what price—cost, replacement cost, or junk value? 
It is that type of problem that from an accounting point of view we 
have been unable to deal with accurately so far even with the best 
advice we can get among the specialists in this field. We do not 
feel that we have the correct solution so that we can come up here 
before this committee and say “This is it.” 

It seemed to us, and I think perhaps I am largely responsible for 
taking this position, that the best thing to do was to come up at this 
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point and say, ‘‘ We don’t know.”’ In the process of explanation of the 
budget we will say that we will try under the soundest accounting 
advice we can get to develop during the next 3 or 4 months some yard- 
stick from which we can extrapolate a figure which will be of some 
reasonable value to this committee. 

Senator WHERRY. At least the committee is advised now and I 
have complete understanding that there will be more money asked 
for in supplemental appropriations on account of the Korean situa- 
tion. However you do it by bookkeeping or accounting does not 
matter to me. Iam not a CPA or an expert accountant. I would 
be perfectly willing to take the judgment of those who are. 

I would like to know, as a member of the committee, the additional 
contemplated appropriations it is going to take in order that we can 
handle the situation and if there is any likelihood of balancing the 
budget, because we have to know in regard to the complete budget. 

Senator O’Manoney. May I interrupt to say that another factor 
which would have to be taken into consideration in the preparation 
of those figures would be the degree to which our forces are successful 
in overcoming the Chinese attack. The latest dispatches in the 
papers and on the radio tell us that the Chinese are apparently with- 
drawing somewhat at least from the so-called iron triangle. We all 
hope that perhaps their resistance may weaken a little bit and that, 
therefore, there will not be the expenditure of life and material which 
has been going on. 

Mr. Loverr. That is our hope, Mr. Chairman, but to be quite 
honest about it from a financial man’s point of view we can regard 
that only as a hope. We have no assurances otherwise. 

Senator Wuerry. Might I ask a question there of the Secretary? 

Senator Youna. Before you leave the budget item, I would like to 
ask a question. 

Senator Wuerry. I am not going to leave the budget item, but go 
right ahead if this is the place to get it in. 
Senator O’Manoney. All right, Senator Young. 




































PERCENTAGE OF BUDGET DUE TO INFLATION 









Senator Youna. Mr. Secretary, about what part of the $60,560,- 
000,000 in the budget for next year is necessitated by reason of 
inflation since the Korean War started? 

Mr. Loverr. That is a very difficult question to answer categori- 
cally, Senator Young. 

Senator Youne. Roughly? 

Mr. Loverr. My best guess is that it would be in the order of 15 
percent plus; probably up to 20, on certain procurement items. 

As I recall it, the statistics indicate that there has been an approxi- 
mate increase in prices of about 18 to 20 percent between April 1950 
and April 1951, on the standard statistics. 












POSSIBLE EFFECT OF PRICE 






CONTROL LEGISLATION ON BUDGET 






Senator Youna. What effect will the reenactment of price-contrc] 
legislation, or the failure to reenact it, have on this budget? 

For example, there are supposed to be two more roll-backs in the 
prices of beef. Would they result in any savings through a related 
roll-back in industrial items? 
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Mr. Loverr. I doubt whether that would have any effect, Senator 
Young. We used the prices of January 1951. 3 
Senator O’Manoney. There is another point there, Senator Young, | 
which is that so far as military procurement is concerned, there has 
been an exemption from the ceiling up to date, on the theory that the 
military should be able to pay what it must pay to get the matériel it 
absolutely needs. 
I was going to come to that question of ceilings on military procure- | 
ment later on, what the attitude would be. ‘ 

























CONTRACTS 





FOR SHOES 








Senator Younc. May I ask this question, with respect to shoes: | 
Did not you place an order last January for a large number of shoes? | 
What was the amount? 4 

Mr. Loverr. I do not have the amount in mind, but we can give | 
that to you. We can supply it. 4 

(Information requested, subsequently furnished, is as follows:) a 


Contracts for the following items and quantities of shoes were placed by the 
military services during January 1951 for delivery during 1951 and the first part 
of calendar year 1952: 4 









Marine 


Corps Air Force | Total 















Boots, combat 4. 595, 857 73,632 | 4,894, 501 
Shoes, service 245, 000 155, 304 2,179,464 | 2, 579, 768 
Shoes, low quarters 1, 635, 044 862, 728 74, 000 1, 116, 252 | 3, 689, 024 
Shoes, women’s 36, 372 58, 242 | 94, 614 
























lotal 6, 512,273 | 1,018, 032 300, 012 3, 427, 500 11, 257, 907 





Orders placed in January for 2,000,000 pairs of combat boots in excess of the amounts shown have sub 
sequently been canceled 















POSSIBLE EFFECT OF PRICE ROLL-RACK ON COST OF SHOES 








Senator Youna. If the price of hides is rolled back, will there not 
be a lowered cost to the Armed Forces for shoes, using that as an 
example? 

Or if the Price Control Act is not extended, then would there be a 
further rise contemplated? q 

Mr. Loverr. That would be a guess on my part, sir, and I cannot § 
testify to that. This pricing we used was for January 1951. If a 
roll-back takes it past that figure, it would have some effect. Without 
the controls, however, it is my personal opinion that we will have more 
trouble on common civilian items. 

Senator YounG. Have you been advised of any sizable roll-backs 
on any of the commodities which you have to provide? 

Mr. Loverv. No, sir. 

Senator YounG. Is there no contemplated roll-back? 7 

Mr. Loverr. Not that I know of. 4 

Senator WHerry. But on that point, Mr. Secretary, as I under- 
stand it, you are contemplating a 15-percent rise in price to cover 
your 19% 52 appropriations, based upon January prices when you mi ade 
out these allocations. 
Mr. Loverr. No, sir. 
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Senator Wuerry. Then what is the reason for the 15 percent in 
here? 

Mr. BENDETSON. It is not in. 

Senator WuerRrRy. Then I misunderstood you. I asked you now 
much inflation there was in this bill and you said about 15 percent for 
price increases. 

Mr. Loverr. I beg your pardon; I did not mean to say that it 
was in the bill, but that the general level of prices had gone up about 
i8 to 20 percent from April 1950 to April 1951. We have used 
January 1951 prices in this budget. 

Senator Wuerry. That is the point I wanted to make. In other 
words, this is based on January prices, and if all the rules and regula- 
tions and the constructive or otherwise suggestions that have been 
made by the administration continue, you do not contemplate any 
rise in prices, do you? 


BASIS FOR DETERMINING SUBSISTENCE BUDGET 


Mr. Loverr. We would allow $1.15 per man per day for subsistence 
in the budget, instead of the $1.10 previously. 

Senator WHerry. But that is still in the $60,650,000,000. 

Mr. Loverr. Yes, sir. 

Senator Wuerry. If it goes more than that, then you have an 
increase in prices; if it does not go that much, you have a little cushion 
on there. 

Mr. Loverr. | may have got the figures twisted on the previous 
answer. 

Senator Wuerry. All right, I would like vou to clear that up, 
because I did not quite understand. 

Mr. Loverr. Our subsistence budget is based on $1.10 per day per 
man. The current levels have raised that cost to $1.15. 

Senator Wuerry. Is that since January 1? 

Mr. Loverr. Yes, sir. 

Mr. Benpetson. It is not in here. 

Senator Wuerry. That is not in this budget? 

Mr. Loverr. No, sir; it is not. 

Senator Wuerry. So if you had to get the requirements of 
$69,560,000,000 right now, vou would make it $1.15 per man instead 
of $1.10; is that correct? 

Mr. Loverr. That is correct, sir. 

Senator Wuerry. Do you know how much that would be on that 
$60,650,000 000? 

Mr. Loverr. We can figure it out. 

Senator Wuerry. All I am trying to do is to get as nearly as 
possible your best judgment as to the total outlay that we are going 
io have to appropriate and also are going to have to spend in the 
fiscal year 1952, with the idea that if we are going to attempt to 
balance the budget or pass tax legislation, to bring in as much as 
possible, that we can anticipate what this is going to be. 

Mr. Loverr. Can we go back to your question, sir, on the budget, 
rain? 

Senator WHerry. Yes. I want to get back to tvo or thrce more 
questions on that, if the chairman will permit me, because I am very 
much interested in how you arrive at this figure of $60,650,000,000. 
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ESTABLISHMENT OF CONTROLS AND PRIORITIES DESIRED 


Mr. Loverr. We are concerned by the problem of the rise in prices, 
and for that reason we have been very anxious to see some adequate 
system of controls, as well as priorities. 

We have a problem here in the budget, which is perhaps unique in 
that if the situation in Korea or if the degree of tension elsewhere 
should increase, of course, we will need additional funds, because this 
budget is drawn to the July 1, 1952, targets of 95 groups, 18 divisions, 
18 regimental combat teams, 1,161 vessels. 


UNKNOWN FACTORS 


The problem we face relates again to a budget treatment of an 
unknown. We do have a definite requirement to maintain a given 
level of output, preferably on an ascending scale, through multiple 
sources of supply. 

Because of the long lead time of 18 months, we must know by the 
en of this calendar year, or the very early part of 1952 whether we 
are going to level off at the currently contemplated forces, or increase, 
as, for example, in the case of the Air Forces, whether this 95 group 
is an interim, or whether in 1953 and 1954 we will run the production 
lines longer in order to build up our strength in that particular field. 

Consequently, we had to make a choice either to follow the estab- 
lished practice of the budget, of taking the troop strength as the basis, 
and then building the budget on that, or to adopt a somewhat different 
system, which would improve our management control, and which 
would take into account the slippages in our scheduling which might 
occur, as well as the overage which might occur. 

We have not had the production experience as yet with the funds 
which you gentlemen have made available to us, to get an accurate 
reading on our scheduling. If our scheduling is accurate, that is fine. 

If we get slippages, then we may not need so much money. If we 
run over, then we will need more money. 

So we have to go into some sort of a partnership with the committees 
in order to maintain a dynamic budget rather than a sort of Maginot 
mentality toward the budget. 


QUESTION OF DETERMINATION AND ADEQUACY OF PRESENT MILITARY 
STRENGTH 


Senator Wuerry. I understand that, and I am glad for that 
exdlanation. 

But let me ask you: This budget of $60,650,000,000 is a sort of a 
refined figure taken from a rough estimate of $104 billion as of January 
of this year. 

What I want to know is: Is this your recommendation as Under 
Secretary of Defense, that we have 18 divisions-plus in the Army, 
1,161 ships in the Navy, and 95 wing structures in the Air Force? 

Mr. Loverr. That is the authorization given the Department of 
Defense and the three military services by the National Security 
Council, based on the recommendations of the Joint Chiefs of Staff as 
to targets to be attained by July 1, 1952. 

Senator Wuerry. But that does not still answer my question. 
What I want to know is: You are Under Secretary of Defense; what 
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| am getting at is this, are you completely satisfied in your own mind 
and as a result of your best judgment that this is adequate? 

You are recommending this to the Congress, and I want this time 
to absolutely know that if we appropriate the money, that we are 
appropriating the money that you, as Under Secretary of Defense, are 
recommending as your budget and: that you are satisfied with this 
budget. 

Mr. Loverr. I can answer that forthrightly only by saying that this 
budget, Senator Wherry, represents our best estimate, with the reser- 
vations that I have made in the presentation, of the troop strengths 
and equipment within this period of time. 

Senator Wuerry. Do you think that is adequate? 

Mr. Loverr. My personal judgment, sir—and I stress that it is 
not based on military knowledge—is that we will need, in view of the 
continuation of hostilities in Korea and the likelihood of a continuation 
of the present unsettled situation—to put a mild word on it—we will 
need to come back to this committee for additional supplemental 
funds so enlarge certain aspects of our military strength. 

| have no basis to go on, sir, except a personal conviction which 
you have asked me to express. 

Senator Wuerry. I am glad that I got that response from you, 
but let us be frank about it. There has been some criticism that 
there was a certain amount of money allocated either through the 
recommendations of the National Security Council, or so on and so 
forth. 

It seems to me that, as Under Secretary, however, that you should 
be able to tell this committee that if this amount of money is appro- 
priated, or approximately that amount, that you yourself, are 
satisfied that the funds set up here are ample for the present time; 
that is, the contemplated 1952. 

Then when you get through answering that question, I would like 
to have each one of the Secretaries of the different military establish- 
ments, state whether or not this is their recommendation, or whether 
the $104 billion was their recommendation and they have been 
required by the Bureau of the Budget, or by your Review Board, to 
cut this down to $60,650,000,000. 

For example, I would like to ask this man right here if he is only 
recommending 95 wings—we used to call them groups, but I believe 
they call them wing structures. 

Is that your recommendation, or was it more than that? And as 
you come before this committee now, are you satisfied that the 95- 
wing structure is what the defense ought to be for the fiscal year 1952, 
as far as the Air Force is concerned? 

I think this committee is entitled to know that. Believe me, I am 
for reviewing all the costs you can. I am for taking out all the waste 
that you can take out, but I think we ought to know whether or not 
you are fighting the defense to a certain amount of money allocated, or, 
rather, suggested by whoever is in authority, or whether this is your 
recommendation for the fiscal year 1952. 

Do you get my point? 

Senator O’Manoney. May I remark, Senator, that before you 
arrived on the scene this morning the chairman undertook to volunteer 
his own opinion, particularly with respect to the Air Force, that the 
95 wing establishment is not enough. 








62 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1952 


I have been an advocate of an expanded Air Force for some 1} 
years now. 
Senator WHERRY. Well, 8 years that I know of. 


WORLD’S MOST POWERFUL AIR FORCE SHOULD BE POLICY OF 
GOVERNMENT 


Senator O’Mauoney. And J still think that it ought to be the policy 
of this Government to have the most powerful Air Force in the 
world, barring none, and without any reservations of any kind. We 
should not fail to do that. 

The Chair also requested that some additional information be put 
in the record. 

Senator Wuerry. I appreciate the chairman’s telling me that. | 
did not get here at the beginning of this session. If these questions 
have been asked there is no use to ask them again. If they will be 
in the record, that is all right. 

I do want to be brutally frank, however. I went on the assumption 
the last time appropriations were up on the floor that a certain number 
of groups, because they were recommended by Secretary Symington 
at the tiume—were what they were asking for. 

An attempt was made to increase the appropriations. 

| think you remember that very well, Senator O'Mahoney. | 
stayed by the committee because I felt that the recommendations he 
made were what they were asking for, and that was it—against my 
better judgment. 

Senator O’Manoney. Perhaps it would be more just to Secretary 
Symington to say that he made it quite clear, I thought, in his 
answers to the committee, that he was folidwine a directive, At 
that time the dominant policy of the Defense Establishment was to 
follow the recommendations of the Hoover Commission and of the 
Secretary of Defense, Mr. Johnson, to hold expenditures to a 
minimum, 


EFFECT OF MILITARY EXPANSION ON ECONOMY OF NATION 


Of course, it is inherent in any such issue as we now have that 
those who authorize the appropriations and the expenditures must 
take imto consideration the effect the weakening of the economy 
would bave upon our objective. We cannot expect to set up a 10- 
20-vear muitery preparedness program without expecting vast 
changes in our e ‘OnomMyY, 


The general objective, it seen s to me, is to maintain as stronz an 
economy as we can and at the same time prepare the ape and 
the military force necessary to protect the national security. 

Senator Wuerry. Mr. Chairman, I am in total agreement with 
your statement, but that still does not answer the question that. 
I would like to have answered by the Under Secretary. I feel we 
ought to have from him his best judgment as to the recommendations. 

Even then, vou certainly have got to justify these recommendations 
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QUESTION OF ADEQUACY AND NECESSITY OF PRESENT BUDGET 


But what I am getting at is, is it your own best judgment now that 
this $60,650,000,000 is absolutely necessary and, if it is, do you feel 
that it gives us the defense that is needed at this particular time? 

You cannot, of course, look into a crystal ball and see what is going 
io happen a year from now, or maybe sooner than that. I am not 
asking you to do that. But I want to know if you feel that the 
services, if they come here with these rec ommendations, and these 
appropriations are finally justified by the committee, if, in your 
opinion, these are your rec ommendations; or has this review board or 
the Bureau of the Budget, or someone else, required you to set your 
program based upon a " definite amount of money for your Military 
Establishment? 

That is what I would like to know. 

Mr. Loverr. Let me try to answer that in three parts, Senator 
Wherry, and to be as responsive as I can. 

In the first place, in the preparation of this budget, as I tried to 
indicate earlier, there was no dollar figure put on there. The end 
strengths which the Joint Chiefs of Staff requested and recommended 
as end strengths in this budget were not reduced by any process of 
review. 

You will have at your disposal the three secretaries and anyone else 
to go into such detail as you need on that. But I can assure you that 
these strengths planned in these Joint Chiefs of Staff paper, are the 
strength presented to you today. 

Senator Wuerry. They have been presented separately by each 
secretary, regardless of any unified program. They have come in here, 

each Military Establishment on its own, recommending that this 
tecngil in each one of the establishments be made at this time. It is 
their recommendation. 

Mr. Loverr. That is correct, 

Now, you went beyond that in : ie second question, to which I 
would also like to be as responsive as possible. You asked, in addition 
to that, whether, in my opinion, these end strengths were wholly 
adequate at this time. That is an admittedly difficult question to 
answer, and I must ask you to give me some reservations in it. 

In my opinion, looking at this thing with a moderate amount of 
detachment, but only a moderate amount, and drawing on past 
experience, in two of these fields it is my feeling that within the next 
6 to 9 months we must make up our minds whether we are going to 
level off at these end strengths or whether we are going to go beyond 
it, through readjusting the balances between the requirements. 

I say that because if there is a failure i in some part of the program, 
or if the emphasis is on tension abroad, in my opinion, the prudent 
thing for this country to do is to adjust its program to those new 
circumstances. 

DYNAMIC BUDGET ANTICIPATED 


lrankly, sir, I can see no circumstance which would permit 
ccna Therefore, | am forced to the conclusion that we must 
ease rather than stabilize for the next year, and that inevitably 
a me to the feeling that we will be back before this committee 
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under the principle of a dynamic budget which gives us some control, 




















together with you, before this fiscal year is over. 
I hope that in spite of the added work placed on this and other 

committees, and on the departments themselves, that you gentletmen 

will approve that procedure, because, quite frankly, I can see no 

other way to do it and maintain the full accord that is nécessary if | 

this program is to be successful. 4 


Senator O’Manonry. The questions of the chairman, Mr. Secre- 
tary, were based, of course, upon the statement which you made last 7 
Friday, that the presentation of this budget, the build-up of the | 
budget, again last December, when the National Sec urity Council 7 
approved certain programs, that you are working from the program | 
which was placed in the hands of the Department of Defense after 7 
the Joint Chiefs of Staff had discussed it with the National Security 7 
Council and the line for activity during fiscal 1952 was laid out. 3 

You made it clear—and you have just now repeated it—that in the 
preparation of this budget you were considering not the dollars in the 
first instance, but the military requirements, and that is why I began 
questioning to elicit information with respect to the steps which were 
taken to reduce the budget from the rough estimate of $104 billion in 
January and February to the $60 billion- -plus which was presented to 7 
this committee—all of this on the assumption that the $104 billion, 
like the $60 billion-plus, was intended to produce the end result in | 
military personnel and equipment which was approved for the three 
services by the National Security Council. 

Was I correct in that assumption? 2 
Mr. Loverr. That is correct, sir. 3 











SCREENING OF ORIGINAL BUDGET ESTIMATE 








Senator O’Manonery. So that, therefore, we brought out by 
questioning—and you explained this in your first statement—that § 
the screening of this original estimate was undertaken in various § 
steps with the purpose of eliminating all duplications, with post- 
poning the procurement of easy-to-get items and the postponement 
or the abandonment, the elimination, of items of doubtful value. 

So I was trying to develop that and I asked you then to present the 
information for the record, to give us a more ample description of these 
categories which were eliminated. j 

After all, the final judgment of this committee and its reeommenda- § 
tions to the full committee will be based upon, first, whether or not 
the dollars in the budget are sufficient or are too much to procure the 
end result which is described and, secondly, upon the question raised 
by Senator Wherry and myself earlier, whether or not the target is 
sufficient for the task that confronts us. 5 

Senator Tuyr. Mr. Chairman, I would like just two questions, 
when you are through, sir. 
Senator Wuerry. Before you leave that, if the Senator will § 
yield 4 
Senator O’ MAHONEY. 





















Surely. 





FURTHER DISCUSSION ON REDUCTION AND ADEQUACY OF PRESENT BUDGET 


Senator Wurrry. What I would like to have them explain, if they 
will, is this: I am in complete sympathy with the observations made 
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by the chairman as to the estimates. But, in the first instance, the 
rough estimates then were translated into figures of $104 billion; is 
not that correct? 

Now, how did you get the rough estimates translated into dollars 
that brought, it from $104 billion to $60,6 50,000,000? 

Senator O’Manonry. I think you w ill find most of that already 
in the record. 

Senator Wurerry. Do you mean in this statement here? 

Senator O’Manoney. In answer to my questions. 

Senator Wurrry. What I want to know is how you got it down from 
$104 billion to $60,650,000,000. 

Then the second question I want answered is: Is the $60,650,000,000 
ample? That is the big thing, it seems to me, that we need to justify 
in these appropriations. 

Mr. McNeEIL. Senator va arya a few minutes ago we were talking 
about the prices in the budget. I did a little calculation here while 
you were discussing the other subject, just to clear up the item. 1 
think you mentioned the prices. 

Senator Youne. I think the price of shoes is a good example. Are 
they not up about 50 percent from a year ago? 

Mr. McNett. It is quite substantial. 

But as to the price of subsistence, the price is based on a ration cost 
of $1.10 per man per day. 

Senator YounG. That is the subsistence alone, though. 

Mr. McNett. That is just subsistence, that one item. 

If the present-day price level continued throughout the next year, 
we will be about $60 million short on feeding 3% million men. 

If the price level goes down 4 to 5 percent, we are just about in 
balance. If it goes down 10 percent, or if it stays the same for the 
first 6 months of the year and down 10 percent the last half of the 
vear, we are right in balance. 


DISCUSSION ON PRICE OF COMBAT SHOES 


Senator YounaG. The price of shoes which I think is a good illus- 
tration, went up approximately 100 percent. I noticed in a state- 
ment made by one of the secretaries last week that this increase was 
largely attributed to rise in the price of cowhides. 

Is there any contemplated roll-back in the cost of shoes? 

Mr. Benperson. Presently, in the case of Army combat boots, as 
reflected in these estimates, which, as you know, are based upon the 
most recent prices we had when it was drawn together, as was ex- 
plained, it rose from $6.20 a pair to $11.36 a pair. 

Senator O’Maunonry. The testimony of Secretary Pace when he 
appeared before us last week was that the price rose from $6.20 in 
World War IT to $11.36. 

Senator Wuerry. I do not quite understand this. Here one man 
says this was a rise from the time they based these prices, which would 
be January of this year, 1951, from seven dollars or eight dollars 
something to eleven dollars something, and the chairman says that 
was the difference in rise between World War II prices and the present 
prices. 

Mr. Brenpertson. I think the statement was that, as between the 
cost in this budget, and the World War II price, it rose from $6.20 
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to $11.36, but that the price of hides rose from July to Septembe: 
last year as much as 25 and, in some cases, as high as 45 percent in 
other cases. 

Senator O’Manonery. The exact statement of Secretary Pace las 
week is found on page 10 of his prepared text: 

Turning first to the items for which there have been no substantial changes j 
specifications since World War II, we see various degrees of inflation. Thus the 
cost of a high-explosive shell for a 105-millimeter Howitzer has risen from $12.39 
in World War II to $29.59 now. This increase is attributable to increases in the 
cost of labor and material over the last 6 years. 

Less severe, but still quite substantial, is the rise from $6.20 to $11.63 in the cos) 
of a pair of combat boots. This is understandable in view of the fact that durin; 
the short time from July to Sepember 1950 the price of hides advanced as much a- 
25 to 45 percent. 


DIFFERENCE IN PRICE OF SHOES IN JANUARY AND AT PRESENT 


Senator Wuerry. But that is not the question that Senator Young 
is asking. The question is: What is the difference between January 
prices and now? 

Mr. Lovett. We can get that to you. 

(The information is as follows:) 

The average price paid by the Army Quartermaster for the procurement of 
combat boots rose from $10.91 per pair as of January 1, 1951, to $11.36 per pair 
as of April 1, 1951, an increase of 4 percent. 

Senator Youna. I am trying to determine in my own mind whethe! 
price-control legislation will result in any savings in the budget next 
year. 

Senator Wuerry. As I understand it, Mr. MecNeil’s judgment is 
that this $60,650,000,000 is based on $1.10 per man, and your judg- 
ment right now is that it probably will reach $1.15 per man, that it 
might go higher or it might go lower. 

Mr. McNetn. It is $1.15 right now. 

Senator Wuerry. That means, as an example, that this budget 
ought to be increased at least $60 million for subsistence of military 
personnel alone; is that correct? 

Mr. McNeiu. Yes; assuming no price rise. 

Senator Younac. But if there is a roll-back in beef prices, there 
would be some saving, would there not? 

Mr. McNett. I say if there is a reduction of 4 to 5 percent on 
average goods costs, then the budget is just about right, sir. 

Senator O’Manoney. The figures that were presented to this com- 
mittee in the last supplemental bill clearly established, it seems to 
me, that the major cost is in major procurement of equipment and 
not in the food and the general upkeep. 

Senator Wuerry. That is Senator Young’s question: What are we 
doing about that? 


CONTEMPLATED ROLL-BACK IN ITEMS NEEDED IN LARGE QUANTITY 


Senator Youna. To take it a little further, does the Price Stabilize: 
intend to roll back prices of many of these hard goods which you 
propose to buy in large quantities? Is there any contemplated 
roll-back there? 

Mr. Loverr. I think, Senator Young, if I understand the question 
there is perhaps a likelihood of the price of hides advancing if the 
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number of cattle slaughtered decreases, because there will correspond- 
ingly be less hides available. 

Whether that can be adequately controlled or not, in both sections, 
| do not know. 

Senator Tuyr. Mr. Chairman, I have two questions at this point. 

Senator O’Manoney. Very well. 

Senator Toye. Mr. Lovett, in connection with that question, you 
have so many livestock, so many head of cattle in the United States 
today. They will neither evaporate, nor will they fade away. There 
can only be one thing that will happen, and that is an unwise adminis- 
trative procedure in the Price Administrator’s Office that will force 
the eattle into black markets, where the hide is lost to the normal 
processor. 

Now, Mr. Chairman, I should like to ask two questions that I have 
in mind, at this point. The first question relates to the contracts 
that are being let. Under present procurement procedures you have 
procurement ‘and construction here of $44 billion. My question is: 
Is this for current needs, or will your procurement and your planned 
construction be such that it can carry a greater load if such a demand 
is placed upon the Ordnance Department to get that load out? 

Mr. Loverr. Certain of the industrial facilities, Senator, can carry 
a greater load. 

Senator Ture. In other words, $44 billion expended at the present 
time will mean that you will have constructed certain plants and 
have procured some of the necessary sites and so forth and that these 
will carry your load at what we might term the minimum. 

But should the world situation turn to such a crisis that you would 
have to inerease your production, your plant facilities would permit 
an increased production. Is that what it means? 

Mr. Loverr. That is correct, sir. 

Senator Tuyr. At what percent would you figure that you could 
increase your production under the plant facilities that this $44 
billion would acquire? 

Mr. Loverr. It would, of course. vary, Senator Thye, with the 
particular type of equipment. 

Senator Taye. Such as planes and tanks. The cost of plants 
tooling for planes and the newer type of tanks is all a great expendi- 
ture and you are building now and are using about a minimum of 
the capacity. Actually, what percent of capacity are you using? 

Mr. Loverr. The currently operating facilities are working at a 
fairly high rate of production. But I believe I can answer that 
question again by taking aircraft as a sample, if I can go off the 
record here, because this particular item is confidential. 

Senator O’Manonry. You may. 

Discussion off the record.) 


QUESTION OF EXCESS PROFITS IN SHOES 


Senator Tuyr. The other question that T have, Mr. Chairman, is 
that on these contracts, if hides have gone up 25 percent, or even, in 
some instances, 45 percent, and yet we ‘find that shoes have more than 
doubled in price, it would seem to me that that item should be investi- 
gated very closely to determine whether there is any excess profit 
being made. 





68 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1952 


Now, if there is excess profit in there, can you in any sense recover 
any part of that? Are these contracts subject to renegotiation? 


CONTRACTS SUBJECT TO RENEGOTIATION 


Mr. Loverr. All of them are subject to renegotiation. 

Senator Tuyr. You are in the process of renegotiating these 
contracts? 

Mr. Loverr. No, sir. 

Senator Tyr. The other item is this: We noted some very huge 
increases in some certain items for airplanes, whether it be mechanical 
devices or the new equipment of radar. That again is subject to 
scrutiny and renegotiation, is it? 

Mr. Loverr. That is correct, sir. 

Senator THyr. And are you in the process and is there any hope 
that you will find some excessive profits in that? 


REDETERMINATION OF COSTS DUE TO QUANTITY PURCHASES 


Mr. Loverr. There are two stages, Senator. There is a redeter- 
mination of costs during the actual production itself, because, obvi- 
ously, in certain items the increase in quantity should produce a 
reduction in cost per item. 

Then, as a final stage, there is renegotiation itself. At the present 
time, for the most part we are in the redetermination of cost because 
we have just started. 

But the principle on which I gave you the example off the record 
applies by and large to the major procurement items in all the services. 

Senator O’Manonry. That was made very clear, Mr. Secretary, in 
your opening statement, when you said that the National Security 
Council directed the Department of Defense to review its material 
and equipment and to establish an industrial production capacity 
which could be expanded very rapidly in the event of full mobilization. 

I wanted to ask you some amplifying questions about that. 

In your opening statement you said that the budget for the military 
functions for 1952 provides funds for four different categories, That 
was on page 3 of vour statement. 


CATEGORIES OF BUDGET 


Perhaps it will be well to restate that. The first was for the full 
support of the active forces; secondly, for the procurement of air- 
craft, ships, tanks, guns, and the like; third, for production facilities, 
including machine tools and tooling beyond those needed for current 
use, but which would be required for full mobilization—and that, of 
course, deals with Senator Thye’s question—and, fourth, for a military 
public works program to meet the essential operational requirements 
of our expanding forces. 


PROVIDING PRODUCTION FACILITIES 


I think it would be well for vou to discuss this problem of providing 
production facilities. 
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To what extent are these public facilities owned by the services, 
and how are you going about the building up'of the production fac ili- 
ties and securing and supplying the machine tools? 

Of course, | want vou to place particular emphasis upon economical 
expenditure. 

Mr. Loverr. Mr. Chairman, the generalization on that point might, 
[ am afraid, be misleading, and if it meets the pleasure of the com- 
mittee, the separate services can give you individual cases. 


OVER-ALL POLICY ON PRODUCTION 


[ can give you the over-all policy concept, to which I understand 
your question is directed. 

* Senator O’Manoney. That is right; that is what I want. 

Mr. Lovetr. This country had the alternative either to run ever y- 
thing wide open and stock vast amounts of completed material, or to 
take the alternate route of building a series of sources which had the 
quality of expansion and which could be speeded up or retarded, 
depe nding on the circumstances then current. 

The chairman’s question, and the Senator’s question, both, I think, 
are answered by the fact that we chose, after consultation with the 
best authorities we could and after gaining authority from the con- 
gressional committees back in ‘November and Dee ember, to go into 
the business of several sources of production, because the thing that 
this country has always won on in my lifetime has been production. 

It depends on a system which takes a long time to get started, 18 
months or thereabouts, to get a facility in, but when that facility is 
complete the potential output is perfectly extraordinary. 

I think an instance is within the remembrance of the chairman 
relating to the amazing consequences of our war effort, when four 
months prior to embarking on the channel crossing in one of the great 
military gambles of our time, we actually cut bac k aircraft produc tion 
in the Army and pilot and crew production, because they were coming 
out so fast we hardly had room to store them. In fact, we had to 
get women pilots in to help ferry the stuff from the factory to fields 
where we stored them. 


INDUSTRIAL STRENGTH OF AMERICA 


Senator O’Manoney. Our industrial strength, Mr. Secretary, is 
graphically told, it seems to me, by the statistical fact that with 
scarcely 64% percent of the world’s population we have more than 42 
percent of the world’s production, and our potential enemy comes 
nowhere near that. So that it is only a question of mobilizing the 
strength. 

May I say to you also that it seems to me that one of the wisest 
things you have said in your opening statement came toward the close 
of it. It was that the economic strength of the United States is 
recognized by the Department of Defense as a major military asset. 
Do you remember that? 

Mr. Loverr. Yes, it is one of our major military assets. 

Senator O’Manoney. So that our objective must be to maintain the 
strength of our economy while we are directing this industrial might 
toward the production of the items that we need. 
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NECESSITY OF ORDERLINESS 


Mr. Loverr. The problem is somewhat eased in almost direct ratio 
with the amount of orderliness that we can bring into the program «t 
the earliest possible date. 

We are trying to do that in the development of new budget methoids, 
and, to revert to the matter which we discussed earlier, sir, it wil! 
place more work on your committee to deal with the living budge! t, 
but it will enable the responsible military and civil officials in the 
Department, as well as the responsible congressional eommittees, to 
exercise a degree of current controls and of foresighted planning whic), 
it would not be possible to do if we simply took a bare-faced guess at 
what we might need and then regarded that as the definitive figure 

I do not think that human competency in a country of this size and 
with the production potential that we have, can guess what we can 
do under pressure. Certainly we could not during the war. We got 
so much material, once we really got rolling and after we had broken 
the bottlenecks— and we have not begun to break them yet this time 
that it was as amazing to our leading industrialists as it was to the 
less experienced people i in the Military Establishment. 

We can do it again without any doubt, but we cannot do it unless 
we approach the thing in an orderly fashion. 

I mention that at this time because I think some may have for- 
gotten the experience which several of us have been through before. 
In 1943, right in the middle of the war, as I recall it—I will ask 
Secretary Bendetson to check me if I am not accurate here—we 
actually deobligated for two quarters. That is, we tore up contracts 
at a faster rate than we let them, because we got everything so choked 
up we were not getting anything out at the end. We were just issuing 
contracts and sitting back and thinking that we were going to get 
something. We could not. 


CONTROLLED MATERIALS PLAN 


1 am elaborating this point at perhaps too great length, Mr. Chair- 
man, but I am doing it because these figures have another element in 
them that I think the committee ought to be aware of. We are hope- 
ful that the controlled materials plan will go into effect, on or about 
the ist of July. If it does, and if it operates correctly, then it should 
be possible to control the lead time of the long-lead items somewhat, 
and if we can make that a current and effective control we will need, 
of course, less working capital in certain fields because the length of 
the time between the contract and the production of the end item 
will be shortened. 

I do not think it is generally known—I believe the Air Force has 
some very interesting charts on that—but out of the 18 months it is 
my best recollection that about 12 months are involved in the con- 
tract to the basic supplier of goods to the fabricator of the end item, 
who only takes 6 months for his part of the function. 

I do not think that is good enough, and I do not think any of us are 
satisfied at the present time with that. 
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PRIVATELY OWNED AND PUBLICLY OWNED PRODUCTION FACILITIES 













Senator O’Manonry. What I had in mind, Mr. Secretary, was, for 
example, the statement of Secretary Matthews the other day, that 
the Navy has responsibilities of some 204 facilities, which I take to be 
the operations, the public establishme ‘nts in which the Navy carries 
on a very major part of the work. 

My general feeling is that the Navy has many more facilities of 
that kind than either of the other establishments. So I was asking 
you what proportion of these production facilities will be privately 
owned, as compared with publicly owned? 

Mr. Loverr. May we supply that figure for the record? I do not 
have it presently in mind. 

Senator O’Manonry. Yes, of course. 

Then we would also like to know the methods that are being followed 
to provide these machine tools. 

Mr. Loverr. Yes, Mr. Chairman. 

(Information requested, subsequently furnished, appears on p. 389.) 
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Senator O’Manonery. There was some discussion in our hearing on 
the supplemental bill of the installation of Government-owned tooling 
facilities in private plants. What has been the general rule with 
respect to this item of preparedness? 

Mr. Loverr. In certain instances, notably in smaller companies, 
there are special purpose tools which that manufacturer, in spite of his 
willingness to take a Government contract, cannot finance or afford to 
buy. The Government then provides them. They are, in effect, on 
loan. 

In a number of the larger producers, there is a somewhat similar 
situation, where the tools involved in the production of the end item 
are unique for that particular thing, and, therefore, they have no 
postmobilization value to him. 

We, in addition, have the complication of certain companies that 
have the majority of tools they need, but need a proportion of special- 
purpose ones. 

Where we can deliver those out of our stored tools at the present 
time, we do so. That is the first step. 

Where they cannot be so delivered, we must procure them as rapidly 
as possible for them. 

Unfortunately, Mr. Chairman, as I think you are aware, the machine 
tool headache is with us again. We have requirements for them very 
substantially in excess of the known or visible supply. So that we will 
have to get into the problem of allocations on them. 

We also now have coupled with it a very insistent demand from 
Western Europe. 

Senator O’Manonry. There were two other general subjects into 
which 1 thought we might go, but it is a quarter after 12 now. There 
is an appropriation bill pending on the floor, and all the members of 
this committee will have to be there. So we cannot go on this after- 
noon, 
























72 DEPARTMENT OF DEFENSE APPROPRIATIONS, 1952 


Tomorrow morning there will be a meeting of the full Appropria- 
tions Committee, so we cannot proceed with this hearing at that time, 
Therefore, when we adjourn it will be necessary to adjourn until 
Wednesda Vv morning. 


STATEMENT ON RATE OF EXPENDITURE 


I am not going to ask you, Mr. Secretary, to come back Wednesday 
morning, but I think it would be helpful if you would have a state- 
ment prepared for inclusion in the record concerning which you may 
be interrogated later on if the members of the committee desire, that 
statement having to do, first, with the rate of expenditure. 

Or perhaps Mr. McNeil can discuss this later on. 

But I think it would be well for vou to have such a statement. on 
the rate of expenditure. 


ECONOMICAL UTILIZATION OF MANPOWER 


The second item would be the steps which have been taken by the 
Department of Defense to economize in the use of civilian manpower. 

Mr. Loverr. We will be glad to do that. 

(The information requested, subsequently furnished, appears on 
pp. 73 to 81 in Mrs. Rosenberg’s prepared statement.) 

Senator O’Manonzry. In accordance with the order of presentation 
last week, Mr. McNeil would be the next witness to be interrogated. 

Senator Wherry is anxious to question you, Mr. Small, with respect 
to the small-business aspect of the work. 

I have been very sorry to see you sitting there just patiently waiting 
during the examination this morning, because I] know that there are a 
thousand and one things you can be doing in your office. It probably 
would conserve the time of you gentlemen if we could work out some 
system whereby it would be unnecessary to have all of the witnesses 
standing by all of the time while the committee goes into these detailed 
inquiries. 

I am inclined to believe that perhaps, Mr. Small, your presence 
might not be required the first thing on Wednesday morning, because 
the examination of Mr. McNeil is bound to take a little time. 

Mr. Bendetson, Mr. Kimball, and Mr. McCone will probably be 
fitted into this from time to time as we go along. 

I wonder if we could not arrange to have you notified in advance, 
Mr. Small, say a half hour or 15 minutes in advance of the time you 
are likely to be called before asking you to come up. 

Mr. Smaty. That would be fine, and thank you, Senator. 

Senator O’Manonry. May I express the appreciation of the com- 
mittee, sir, for your very, very prompt answers to all the questions 
asked. 

Mr. Lover. We are glad to answer them, Mr. Chairman. 

Senator O’Manonxy. The committee stands in cecess until Wednes- 
day morning at 10 0’clock. 

(Thereupon, at 12:20 p. m., Monday, June 11, 1951, the hearing 
recessed, to reconvene 10 a. m., Wednesday, June 13, 1951.) 





